Introduction
Science fiction and fantasy writer Vera Nazarian famously observed that "luck is not as random as you think. Before that lottery ticket won the jackpot someone had to buy it." Many economic theorists have neglected that wisdom and mistakenly reduced the existence of clusters (defined as geographical concentrations of interconnected companies with close supply links, specialist suppliers, service providers, and related industries and institutions) to an almost banal phenomenon that randomly occurs whenever private firms gather by accident in someplace, start trading together, and eventually realize that it is more profitable even for competitors to stick together in a specific location. Clusters have thus been viewed merely as byproducts of economic development.
The theory underlying the benefits of clusters dates back to Alfred Marshall, whose Principles of Economics (1890) helped think systematically about agglomeration externalities (the notion that the concentration of production in a particular geographic area brings major external benefits for firms in that location through knowledge spillovers, labor pooling, and close proximity of specialized suppliers). Just like Adam Smith before him, Marshall offered several historical examples of clusters, which all appear to emerge accidentally in various places in Britain in the 18th and 19th centuries. The story of modern examples of agglomeration, which include Silicon Valley software industry, Detroit car manufacturing, Dalton (Georgia, United States) carpets, or Massachusetts Route 128 high-tech corridor, has generally been told as evidence of randomness in the emergence of clusters -the socalled "economics of QWERTY," 1 most notably by Krugman (1994) . It is therefore not surprising that most countries that have attempted to proactively build clusters to reap the economic benefits of agglomeration have relied on chance. Even those that have chosen to achieve that goal through the creation of free zones and other special economic zones (SEZs) 2 have largely elected to let the "invisible hand" of the market make 3.5
Theories of Agglomeration: Critical Analysis from a Policy Perspective
Célestin Monga
World Bank things happen. But success has been scarce: there have been too few highperforming clusters -which generate economic growth and good employment opportunities -especially in the developing world. Luck has either been too random, or the "economics of QWERTY" has not yielded its magic. Fortunately, the eruption of new clusters in countries like China, often in the most unlikely places, and as the result of strong and deliberate government action is challenging conventional knowledge. For instance, Qiaotou, Wenzhou and Yanbu are all relatively small regions in China that account for 60 percent of world button production, 95 percent of world cigarette lighter production, and dominate global underwear production, respectively (Lyn and Rodríguez-Clare 2011). Industrial clusters have also emerged in places such as Dongguan, Guangdong (electronic products), or Shandong (transport equipment). Thanks to these startling developments, economists and policymakers around the world are being forced to reassess the validity of theories of agglomeration. They also raise new interesting questions about clusters are why they emerge and why they matter -especially in the context of developing countries.
The remainder of this paper, which draws on Monga (2011), is organized as follows: Section 3.5.2 explains why many attempts at building industrial clusters have not delivered the expected outcomes and why theories of agglomeration can be misleading. Section 3.5.3 highlights the key issues to be addressed by developing countries and provides a policy framework for building competitive clusters. Section 3.5.4 summarizes the argument.
Beyond economic randomness and chaos
There is broad consensus among economists on the central role of private sector development in generating and sustaining inclusive growth. The still unanswered question is how to foster the type of dynamics that results in the creation of viable, competitive firms, in which workers (unskilled or educated) also get the right incentives and opportunities to acquire the skills that help them prepare for the constantly changing demands of the global economy. Theories of agglomeration and clusters outlined since Adam Smith and Marshall have been interpreted and developed to imply limited role for government policies. A closer look at the reasons for the problems of special economic zones (often designed to foster clustering) in the developing world suggests that reliance on randomness tends to increase the risks of failure.
Why some clusters fail: the misleading similarity with QWERTY
The story of clusters emerging entirely randomly has been analyzed in the economic literature mainly through the prism of increasing returns to scale, or economies of scale, which convert increased levels of output into
